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The  mandate  of  a  central  bank  typically  includes  maintaining  price 
stability and ensuring financial system stability and sustainable economic 
growth.    In  the  near  future,  the  central  bank  can  arguably  play  a  very 
important role by being a leader rather than a laggard in climatic change 
policies.  In the effort to mainstream climate change policies of a central 
bank, the ‘green’ concept can be integrated and incorporated in all aspects 
of  a  central  bank’s  policies.  The  paper  thus  attempts  to  explore 



























Emerging countries are among the world’s fastest growing economies and 
play  an  increasing  role  in  regional  and  world  economic  growth  and 
financial stability.  In emerging economies such as those of the SEACEN 
region, central banks are responsible for establishing an environment that 
is conducive to the maintenance of price and financial stability, taking into 
account  sustainable  economic  growth  (SEACEN,  2010).  Sustainable 
development is now commonly defined as “development that meets the 
needs  of  the  present  without  compromising  the  ability  of  future 
generations to meet their own needs" (Goossens & et.al., 2007). In the 
present  decade,  sustainable  economic  growth  has  taken  on  a  new 
definition.  It  may  now  be  absolutely  necessary  to  go  beyond  the 
conventional measurement of GDP.  Economic development in the new era 
needs to take greater consideration of environmental costs and benefits: 
the concept of the “green” GDP.  
 
The  urgent  need  for  a  greener  earth  culminated  in  the  Copenhagen 
Conference,  which  took  place  on  7–19  December  2009,  and  aimed  at 
enhancing international cooperation on climatic change policy. The key 
accords discussed at the Copenhagen Summit included agreements to limit 
global warming to within 2°C above pre-industrial levels, pledges by both 
developed and developing countries to adopt emission reduction targets, 
implementing mitigation actions, making available short- and long-term 
financing for climatic change action and adopting mechanisms for transfer 
of technology and forest restoration (Romilly & Clark, 2010). The accords 
also  included  a  framework  for  regular  monitoring,  reporting  and 
verification of those actions (European Commission (EU), 2010). At the 
conclusion  of  the  Summit,  these  accords  were,  however,  not  legally 
adopted  but  only  “taken  note”  of  (EU,  2010).  The  outcome  of  the 
Copenhagen  Meeting  indicates  that  countries  must  show  greater 
commitment to the long-term goal of combating climatic change (United 
Nations, 2009). 
 
Private corporations all over the world have taken the lead in going green 
as consumers are putting pressure on private firms to make changes to 
reduce  the  negative  effects  on  their  operations  on  the  environment 
(Prudum, 2008).  In this sense, pursuing green policies is more than a 
public relation exercise.  They actually can help companies to generate 
profits  and  improve  their  bottom  line  since  there  is  now  a  greater 2 
 
environmental  awareness  of  public  opinion  and  a  demonstrated 
willingness of consumers to pay a premium for greener products (Natsu, 
2008).  Environmental  issues  have  also  seeped  into  the  concerns  of 
authorities such as the European Union, national governments and local 
authorities.  Guidelines  and  legislations  are  being  issued  in  an  effort  to 
develop  environmental  strategies,  initiatives  and  even  audits  (Muir  & 
et.al., 2000). 
 
International  commercial  banks  are  also  actively  involved  in  ‘green’ 
banking with these institutions adopting the "Equator Principles (EPs).”2 
The  Equator  Principles  were  set  up  by  the  World  Bank  Group's 
International Finance Corporation(IFC) together with international banks 
in  July  2003  to  develop  specific  principles  for  “financial  industry 
benchmark  for  determining,  assessing  and  managing  social  & 
environmental risk in project financing” (The Equatorial Principles, 2010). 
At  present,  over  70  banks  (also  known  as  Equator  Principles Financial 
Institutions  (EPFIs))  have  adopted  the  Equatorial  Principles.3  The  EP 
principles  supplement  each  participating  institutions’  internal 
environmental policies where the framework of the EP applies to bank’s 
lending  ‘in  a  manner  that  is  socially  responsible  and  reflect  sound 
environmental management practice” (IFC, 2008). EPFIs are committed to 
finance  only  sustainable  projects  where  borrowers  are  able  to  comply 
with their respective social and environmental policies and procedures for 
implementing EPs (The Equatorial Principles, 2010). 
 
Given the growing prominence of green policies, the greening of central 
banks−of  themselves  and  responding  to  climate  change  for  sustainable 
development−is  hardly  discussed  and  debated.  Most  of  the  issues 




                                                           
2 Other voluntary global initiatives include the United Nations Environmental Program 
Financial  Initiatives  (UNEP/FI).  Currently,  there  are  nearly  200  financial  institutions 
which  are  signatories  to  the  UNEP/FI.  Its  main  purpose  is  to  develop  and  promote 
linkages between sustainability and financial performance (UNEP/FI). 
3 The EP, however, is only applicable for all new project financings globally with total 
project capital costs of US$ 10 million or more, and across all industry sectors. 3 
 
about  climatic  change  and  its  implications  to  central  banks.
4  Whilst 
mitigating  and  dealing  with  the  adverse  effect  of  climate  change  is 
definitely a global issue which requires a coordinated agenda (Boediono, 
2008), climate change challenges hits closer to home.  Sooner or later, on 
the  home-front,  a  central  bank,  being  one  of  the  most  prominent 
institutions  in  a  country,  will  have  to  take  the  initiative  to  deal  with 
climatic  change  before  the  issue  becomes  one  of  paramount  national 
interest and policies to deal with it involve huge cost and consequences 
(Lacunza, 2008).  
 
Why Climatic Change Policies Now? 
 
It is difficult, if not impossible to accurately calculate the actual benefit of 
preserving a green environment.  However, obviously the benefit should 
outweigh the cost. The cost being what is needed to be spent now and the 
benefit  being  reduced  vulnerability  and  lower  future  damage  costs 
(Barbier  &  Pearce,  1990).  Barbier  and  Pearce  note  that  while  a  full 
assessment is never possible, there is definitely the cost of doing nothing. 
The  longer  one  waits,  the  higher  will  be  the  eventual  cost  of  forced 
adaptation and residual effects. Furthermore there will be the eventual 
cost of ‘extreme’ events when they unfold.5 
The Intergovernmental Panel on Climate Change (IPCC, 2007) concluded 
in 2007 that there is a 90 percent probability that climate change is caused 
by human activities.6 In the past fifty years, the world has seen an increase 
in  carbon  dioxide  (CO2)  and  other  'greenhouse  gases'  from  human 
activities. The emission of such green house gases has resulted in global 
warming  leading  to  more  frequent  precipitation  of  severe  extreme 
                                                           
4 In 2008, the Banca d’Italia, the European Central Bank and the People’s Bank of China 
jointly organised the 4th High-Level Seminar of Central Banks in the East Asia-Pacific 
Region  and  the  Euro  Area  in  2008,  where  among  others,  the  implications  of  climatic 
change to central banks were discussed. In the same year, Bank Indonesia also organised 
a  conference  for  central  bankers  on  Macroeconomic  Impact  of  Climate  Change: 
Opportunities and Challenges. The Central Bank of Greece in 2009 set up a commission to 
study (a two-year project) the effect of climatic change and the greenhouse gases effect 
(Georgiopoulos, 2009).  
5 A qualitative cost benefit analysis (CBA) rather than quantitative CBA is desirable (Van 
den Bergh, 2004). 
6  The  IPCC  has  since  admitted  that  some  of  the  more  dire  predictions  such  as  the 
impending disappearance of the Himalayan glaciers by 2035 were based on inaccurate 
information (Wall Street Journal, 2010). However, the link between global warming and 
increased melting of glaciers was again highlighted by the recent Copenhagen Diagnosis: 
Climate Science Report (2009) which is based on significant peer-reviewed literature. 
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weather events such as storms, floods, droughts, heat waves and rising sea 
levels resulting in potential huge economic, human and social costs (see 
Table 1)  The three main benchmark studies (Mendelsohn & et.al., (2000); 
Nordhaus & Boyer, (2000); and Tol, (2002)) and that of the review of the 
literature in the Stern Review (2007) reported that for a  3°C warming 
(from 1990–2000 levels), the world GDP is expected to contract by up to 3 
percent of world GDP (IMF, 2008).  The actual loss is likely to be much 
more  given  that  the  figures  are  grossly  underestimated  as  they  do  not 
cover  non-market  damages  arising  from  extreme  weather  and  global 
catastrophes.  
 
Liikanen (2008) notes that there are at least three economic impacts from 
climate  change.    Firstly,  there  is  the  wealth  impact,  a  direct  effect  of 
climate  change,  which  involves  physical  wealth  destruction  and  its 
consequences such as droughts, flood and storms. New investments would 
need to be made and infrastructure to be built for mitigation purposes 
which would otherwise be deployed for more productive purposes. The 
second  effect  is  increased  uncertainty  which  would  eventually  lead  to 
higher risk premia. For example, investments and economic growth may 
be adversely affected if economic agents react to such rise in risk premia 
(Lacunza, 2008). The third effect on the economy is how economic agents, 
both consumers and the government may react and respond to climatic 
changes (e.g., emission controls, pattern of consumption etc).  In other 
words,  shocks  caused  by  climate  change  can  be  persistent  and  be 
potentially disruptive to the entire economy (IMF, 2008). The economic 


















Table 1  
Findings of the Copenhagen Diagnosis: Climate Science Report (2009) 
 
Factors  Findings 
Surging greenhouse 
gas emissions  
 
Global carbon dioxide emissions from fossil fuels in 2008 
were 40% higher than those in 1990. Even if global emission 
rates are stabilised at present-day levels, just 20 more years 
of emissions would give a 25% probability that warming 
exceeds 2°C, even with zero emissions after 2030. Every 







Over the past 25 years temperatures have increased at a 
rate of 0.19°C per decade, which concurs with predictions 
based on greenhouse gas increases. Even over the past ten 
years, despite a decrease in solar forcing, the trend 
continues to be one of warming. Natural, short-term 
fluctuations are occurring as usual, but there have been no 
significant changes in the underlying warming trend. 
Acceleration of 
melting of ice-sheets, 
glaciers and ice-caps  
 
A wide array of satellite and ice measurements now 
demonstrate beyond doubt that both the Greenland and 
Antarctic ice-sheets are losing mass at an increasing rate. 
Melting of glaciers and ice-caps in other parts of the world 
has also accelerated since 1990. 
Rapid Arctic sea-ice 
decline  
 
Summer-time melting of Arctic sea-ice has accelerated far 
beyond the expectations of climate models. The area of 
summertime sea-ice melt during 2007-2009 was about 40% 
less than the average prediction from IPCC AR4 climate 
models. 
Current sea-level rise 
underestimated 
 
 Satellites show recent global average sea-level rise (3.4 
mm/yr over the past 15 years) to be ~80% above past IPCC 
predictions. This acceleration in sea-level rise is consistent 
with a doubling in contribution from melting of glaciers, ice 





By 2100, global sea-level is likely to rise at least twice as 
much as projected by Working Group 1 of the IPCC AR4; for 
unmitigated emissions it may well exceed 1 meter. The 
upper limit has been estimated as ~ 2 meters sea level rise 
by 2100. Sea levels will continue to rise for centuries after 
global temperatures have been stabilised, and several 
meters of sea level rise must be expected over the next few 
centuries. 





Several vulnerable elements in the climate system (e.g. 
continental ice-sheets, Amazon rainforest, West African 
monsoon and others) could be pushed towards abrupt or 
irreversible change if warming continues in a business-as-
usual way throughout this century. The risk of transgressing 
critical thresholds (“tipping points”) increases strongly with 
ongoing climate change. Thus waiting for higher levels of 
scientific certainty could mean that some tipping points will 
be crossed before they are recognised. 
The  turning  point 
must come soon 
If global warming is to be limited to a maximum of 2 °C 
above pre-industrial values, global emissions need to peak 
between 2015 and 2020 and then decline rapidly. To 
stabilize the  climate, a decarbonised global society –with 6 
 
near-zero emissions of CO2 and other long-lived greenhouse 
gases – needs to be reached well within this century. More 
specifically, the average annual per-capita emissions will 
have to shrink to well under 1 metric ton CO2 by 2050. This 
is 80-95% below the per-capita emissions in developed 
nations in 2000. 
Source: Copenhagen Diagnosis: Climate Science Report (2009) 
 
 
In  the  past,  the  greenhouse  gas  emissions  came  from  the  advanced 
economies through energy usage (see Chart 1). The question then is why 
developing countries should be concerned by climatic change when the 
culprits  responsible  for  stock  emissions  are  the  industrial  economies. 
Firstly, in the present decade and in the future, developing and emerging 
markets will overtake advanced economies as the major contributors of 
the greenhouse effect if nothing or very little is being done to deal with 
such  emissions  (Bollard  &  Hunt,  2008).  Secondly,  the  reality  is  that  in 
economic terms, the emission of such greenhouse gases produces negative 
externalities where the cost of climatic change is not entirely borne by the 
offenders (Bollard & Hunt, 2008). Thirdly, developing countries such as 
the East and South Asian countries (including many SEACEN Countries) 
are expected to experience a greater share of catastrophic events caused 
by climatic change (Laplante, 2009).  Fourthly, under the Kyoto Protocol, 
companies  in   developed  countries  have  to buy  carbon credits  to  offset   
 
Chart 1 
Carbon Emissions (Millions of Tonnes of Carbon Per Year) 
  Source: Bollard and Hunt (2008) 
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their carbon footprints if they are unable to limit their carbon emissions 
within prescribed quotas. Likewise, if a company’s carbon emissions fall 
below a set allowance, they are entitled to sell the difference. The other 
mechanism  is  the  Clean  Development  Mechanism  (CDM)  which  allows 
industrialised countries to invest in environmental projects in developing 
countries to offset their emission.7 Many SEACEN countries have already 
made headways in this area.8 A consolidated green agenda can further 
push the advancement of CDM projects in SEACEN countries. 
 
However, one dilemma is that with the current technology, pursuing green 
policies implies sacrificing economic growth as the increase in greenhouse 
emission is most likely related to factors such as growth in GDP per capita, 
increase in population and these can only be partially offset by the more 
intense  usage  of  renewable  energy  (IMF,  2008).  Koopman  (2007), 
however, notes that it is possible to implement climatic policies without 
entailing additional economic cost.9  It is certainly true that in the short-
run,  pursuing  a  green  policy  agenda  and  contributing  to  international 
climate change action imply additional costs to the economy for all parties 
concerned. However, it may be time for many emerging countries such as 
those of the SEACEN region to engage in higher value-added activities and 
move beyond competing on cheap prices.  
 
Why Central Banks as Change Agents?  
 
In  a  business  context,  a  change  agent  is  defined  as  “somebody  or 
something that brings about, or helps to bring about, change” (Encarta®, 
                                                           
7 Trades in the European Climate Exchange and the Global carbon market were worth 
US$125 billion in 2009 (Bloomberg Energy Finance, 2010). 
8  For  instance,  by  looking  at  the  ASEAN  countries  (all  ASEAN  countries  are  SEACEN 
members except for Laos) committed to the Clean Development Mechanism (CDM) in 
which out of the total of 819 projects  worldwide (excluding China and India) committed 
by developing countries, SEACEN members’ share  stood at 32 percent as at February 
2010 with Malaysia leading with 80 projects followed by Indonesia (43), Philippines (40), 
Korea  (35),  Thailand  (30)  and  Vietnam  (20)  (United  Nations,  2010).  The  other 
mechanism under the Kyoto Protocol is the Joint-Implementation. 
9 According to Koopman (2007), for the EU, a reduction of European CO2 of up to 10% is 
feasible. With reference to renewable energy, Ragwitz and et.al. (2009) note that it is 
possible to achieve the objectives of ‘security of supply and environmental sustainability’ 
without sacrificing economic sustainability by changing the structure of economic output 
and production.  Using a modelling system with a sound scientific basis which takes into 
account variables such as change in demand, investment and prices of energy, budget and 
substitution effect, multiplier effect, impact on productivity, changes in export patterns of 
fuels  and  technologies,  they  show  that  by  2020,  improving  current  policies  in  the 
renewable energy consumption can generate employment. 8 
 
2009). In other words, a change agent is one who helps a body to “move 
from its present state to a new synthesis of the “old” and “new”” (Falck & 
Barnes, 1975).  A good change agent is one that is capable of leading the 
need to change, communicates and defends the need to change and at the 
same time creates an open and receptive environment (Recklies, 2001). A 
central bank is one of the most, if not the most, prominent institution in 
any country. In this sense, central banks can be good change agents for 
advancing  environmental  sustainability  solutions  because  of  the  great 
influence they exert through the pervasive impact of their policies. 
 
The greening of a central bank can come from two aspects: the greening of 
its  operation  and  the  greening  of  its  policies.  Similar  to  green  private 
corporations, this is clear and straightforward. It involves gearing up its 
activities  towards  environmental  responsibility.10    The  other  aspect  of 
greening a central bank’s policies is, however, more controversial. It has 
been argued that a central bank has no business through its monetary 
policy  in  the  short-run  to  react  to  situations  brought  about  by  climate 
change such as responding to supply shocks in the form of a rise in food 
prices due to adverse weather conditions (Liikanen, 2008). Besides, there 
is just not enough information for the central bank to respond to such 
short-term volatility (Lacunza, 2008). Having said that, the central bank  is 
responsible  for  minimising  short-term  excessive  macroeconomic 
fluctuations. As discussed earlier, recent experiences have demonstrated 
that climate changes would have dire consequences on economic growth, 
both in the long run.  In this respect, in the longer run, central banks are 
responsible to a certain extent, for output stabilisation and sustainable 
economic growth.  
 
In mainstreaming central bank green policies in view of climatic changes, 
there is a window of opportunity for central banks to focus on priority 
change programmes for the three central bank pillars: monetary policy, 
banking supervision and payment systems. Firstly, in relation to monetary 
policy, the green aspect is to encourage innovation and adoption of green 
technology. Secondly, for banking supervision, to explore costs as well as 
opportunities arising from climate change for financial institutions under 
its jurisdiction. Thirdly, to ensure eco-friendly products and systems for 
payment systems. 
                                                           
10  An  example  is  accreditation  for  the  ISO  14000  which  is  a  series  of  international 
standards on environmental management.  9 
 
 
Monetary  Policy:  Allocating  Resources  and  Providing  Financial 
Incentives 
 
Standard  monetary  policy  which  focuses  on    raising/lowering  interest 
rates  can  be  modified  to  promote  preferential  interest  rates  for 
investments  in  eco-friendly  projects  (e.g.,  projects  using  renewable 
energy)(Harris, 2008).11 Besides providing loans to ensure green projects 
continue to gain access to financing, a central bank can, through financial 
institutions  to  provide  financial  incentives  for  corporations  and 
individuals alike to accelerate the take-up rate of green technologies and 
practices  (see  Table  2).12    For  example,  implementing  schemes  using 
preferential interest rates. This could be done in two ways. One way is 
through refinancing schemes where commercial banks can refinance from 
the central bank against their lending to environmental-friendly projects. 
In the longer run, however, this may affect the balance sheet of the central 
banks. The other more viable alternative is through a two-tier market-
based finance system where preferential loans with interest rates lower 
than the market rates are given to green projects. Conversely, an interest 
rate higher than the market rate is charged on less eco-friendly projects.13  
These  schemes  for  SMEs  (small-middle  scale  enterprises)  are  very 
effective as they often do not have the means and resources to comply 
with environmental protection rules and regulations (Chen & et.al., 2006). 
Further,  meeting  these  regulations  for  SMEs  will  help  to  expand  their 
export  markets  to  those  countries  that  have  stringent  environmental 
protection requirements. Harris (2008) also notes that central banks can 
also work with other quasi-public agencies, besides commercial banks, to 
provide  credit.  For  instance,  mortgage  corporations  could  provide 
preferential loans to promote green buildings and preferential loans for 
green vehicles.14 Preferential loans can also be arranged for sustainable 
                                                           
11 The way the financial sector responds to environmental challenges is not different from 
how the financial sector responds to other challenges, such as social concerns (Aizawa & 
Yang, 2010). 
12On the demand side, consumers can be encouraged to respond to price signals.  For 
example,  preferential  loans  for  individuals  who  want  to  install  solar  power-systems 
(Byron, 2009). 
13 This is the “cross-subsidy” approach to financing green projects. 
14  For  example,  the  Malaysian  government  launched  the  Green  Technology  Financing 
Scheme (GTFS), with the support of the central bank to stimulate investments in green 
technology  in  January  2010.  The  GTFS  is  a  special  financing  scheme  to  support  the 
development and use of green technology. To provide incentives, the government will 
bear 2% of the total interest and provide a guarantee of 60% on the financing amount via 10 
 
agriculture in the context of agro environmental policy.15 This could be in 
the area of organic farming, integrated pest management and low-input 
production systems (Akca & et.al., 2005).  
 
Table 2 
 Possible Area to Mainstream Central Bank Green Policies 
Pillars  Coverage  Possible Policy Options 
Monetary 
policy 
•  Innovation 
•  Adoption of 
technology  
•  Mitigation 
 
•  Consistent and transparent long-term 
policy framework for the financial 
sector. e.g., 
•  Refinancing schemes for eco-
friendly industries 
•  Preferential interest and loans for 
eco-friendly industries  
•  Retail green finance 
•  Moral suasion  
Supervision  •  Cost and 
opportunities of 
climatic changes  
•  Socially responsible 
lending 




•  Advancement of  climatic change risk 
management 
•  Build up human resource capacity 
•  Encourage development of  new 




•  Eco- friendly 
transactions 
•  Encourage interoperability and e-
payments such as e-money and e-
dividend.  
•  Polymer notes for longer circulation 
life. 
 
Banking Supervision: Retooling the Knowledge Base 
 
It is the central bank’s responsibility to ensure the soundness of financial 
institutions under its purview. A less familiar task, however, is for central 
banks to verify whether financial institutions comply with good social and 
environmental practices. Central bankers need to realise that the financial 
sector  is  vulnerable  to  the  risk  posed  by  the  microeconomic  impact  of 
climate  change  (Nijathaworn,  2008).  Therefore,  in  retooling  the 
                                                                                                                                                         
the  Credit  Guarantee  Corporation  Malaysia  Berhad  (CGC),  with  the  remaining  40% 
financing risk to be borne by participating financial institutions. 
15 This could be in the form of micro-financing where it can play an important role, in 
particular between microfinance supported activities and adaptation to climate change 
(Agrawala & Carraro, 2010). 
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knowledge  base,  one  needs  to  advance  understanding  on  how  climatic 
change affects the financial sector. Financial institutions need to define 
clear  risk  requirements  and  market  strategies  (Allianz  Group  &  WWF, 
2005).  It is with this regard that financial institutions have to adjust and 
adopt  new  concept  of  risk  management:  one  that  takes  into  account 
unprecedented  shocks  in  the  areas  of  credit  evaluation,  costs  and 
opportunities  of  climatic  changes.16  For  instance,  Bank  Indonesia  has 
specifically issued regulations as early as in 2005, on the criteria for the 
classification  of  credit  quality  which  includes  evaluating  the 
environmental measures taken by debtors to conserve the environment 
(Bank Indonesia,  2005).17  However, there is generally a lack of expertise 
to fully integrate environmental issues with finance (Noh, 2010). In this 
respect,  a  central  bank  can  play  a  prominent  role  by  training  bank 
supervisors  to  evaluate  and  supervise  banks  in  the  context  of  possible 
environmental risks.18 Central banks can also partner financial institutions 
to encourage them to take up climate change policies, build capacities and 
integrate  climate  change  risks  and  opportunities  into  their  lending 
policies.  Additionally, a  central  bank  can  further  encourage  the  finance 
sector to develop climate-related financing such as the  development of 
new climate risk hedging products.   
 
Payment Systems: Institutionalising Structural Changes 
 
It  is  argued  that  the  advancement  of  e-payment,  which  includes  card-
based instruments such as credit cards and e-money, and network-based 
instruments,  such  as  e-banking  and  internet  payments,  improve  the 
efficiency  of  the  financial  system  by  reducing  the  cost  of  transactions, 
enhancing  liquidity  and  facilitating  the  allocation  of  financial  resources 
(Lim 2008). In this respect, one potential green policy decision is to ensure 
that most, if not all transactions are cleared in electronic format. Another 
way  to  go  green  is  to  encourage  paperless  transactions  by  ensuring 
payment  inter-operability  through  the  sharing  of  networks  to  create  a 
                                                           
16  Banks  as  project  financiers  also  faces  reputational  risk  as  a  result  of  financing 
controversial projects (e.g., large dams) which are seen as not eco-friendly. In the US, the 
Comprehensive  Environmental  Response,  Compensation,  and  Liability  Act-otherwise 
known as CERCLA or Superfund-imposes lender’s liability (on financial institutions) that 
finance firms causing environmental damage (Noh, 2010). 
17 This is consistent with the Banking Act Number 10 of 1998 which states that for large 
scale or high risk companies; the Environmental Impact Assessment (EIA) is needed to 
secure funds.  
18  Regulatory  guidance  and  technical  guidelines  and  tools  can  help  accelerate 
implementation (Aizawa & Yang, 2010). 12 
 
ubiquitous  e-payment  payment  platform.19  While  inter-operability  is  a 
direct function of infrastructure and technical innovations, it is very much 
dependent on strategic collaboration among different operators. Central 
banks could assist in developing standards among the various payment 
systems  and  at  the  same  time,  encourage  and  endorse  greater  use  of 
information  technology  (IT)  in  the  payment  systems  to  enhance 
productivity.20 
 
The policies mentioned above are not new (e.g., given that many countries 
use financing at subsidised rates through public finance agencies) but in 
the financial sector, there have rarely been attempts to formalise climate 
change policies in a comprehensive way. In many instances, these are done 
on a piece-meal basis leading to a fragmented environmental policy in the 
financial sector.21 For instance, there is often inadequate financial support 
to meet needs of green companies at different development stages (Noh, 
2010). Thus, to mainstream climatic policies in the financial sector, it is an 
opportunity  for  the  central  bank  to  spearhead  a  green  agenda  with  a 
consistent long-term policy framework.  
 
Key Success Factors 
 
The success of mainstreaming green policies is dependent on several key 
factors. These factors include the prerequisites for the relevant leading 
institution to be able to: (a) exercise strong leadership to convince the 
public of its greening policy; (b) implement transparent climatic change 
policies  to  enhance  policy  credibility;  and,  (c)  possess  the  ability  to 
                                                           
19  Inter-operability  is  defined  by  the  Institute  of  Electrical  and  Electronics  Engineers 
(IEEE) as “the ability of two or more systems or components to exchange information and 
to use the information that has been exchanged.” 
 
20  Castro  (2009)  also  notes  that  while  IT  can  promote  productivity  in  almost  all 
industries, it only contributes to approximately 2 percent of greenhouse gas emissions. 
21 One of the exceptions is China where the green financial policy is far being voluntary. It 
is a deliberate measure taken by the government. The green credit policy is coordinated 
by three agencies, namely the Ministry of Environmental Protection, the Peoples’ Bank of 
China,  and  the  China  Banking  Regulatory  Commission  (Aizawa  &  Yang,  2010).  The 
Chinese green policy gained support from the World Bank Group's IFC, which became the 
first  international  organisation  to  assist  to  develop  and  strengthen  the  green  policy. 
Interestingly, the green policy is based on, among others, the Equator Principles which 
reflect international best practices (IFC 2008).  
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network and collaborate with other relevant authorities. Naturally, in the 
financial  sector,  these  factors  tap  on  the  inherent  attributes  of  a  well 




Many climatic policies are “command-and-control” in nature. Because of 
the complexity and difficulty in implementing such policies, attention is 
now being shifted to market-based instruments (Zhang, 2008). As such, 
due  to  strong  resistance  towards  adopting  climatic  change  policies,  a 
strong leader needs to emerge amongst the major stakeholders to provide 
guidance and support.   The UNDP (2009) declares that “climatic change is 
the  test  of  leadership  in  the  21st  Century”.  A  “soft”  and  “directional” 
leadership approach in climatic policy where it is based on “exemplary 
leadership,  diplomacy,  persuasion  and  argumentation”  is  imperative 
(Oberthür & Kelly, 2008). Arguably, a central bank, being a key player in 
the financial sector can play such a role. While green policy is commonly 
recognised as a private initiative in the financial circle, central banks can 
persuade  financial  institutions  through  moral  suasion,  to  engage  in 
consumer/investor  education  and  disclose  their  environmental  and 
governance policies with regards to sustainability financing. Central banks 
could also encourage foreign financial institutions to take the lead  and 
support green technologies as most financial institutions in the developing 
countries  lack  the  necessary  expertise  to  do  so  currently.  Getting  the 
central  bank  to  endorse  and  champion  the  green  cause  can  catapult 




Many  have  argued  that  implementing  climatic  change  policies  is  more 
complicated  than  monetary  policy  (Harfort,  2008).  The  complexities 
combined  with  the  long  gestation  period  of  climatic  policies  imply 
increased  uncertainty  concerning  the  lags  and  magnitudes  of  their 
effectiveness. Uncertainty leads to the issue of credibility. Credibility in 
climatic change policies is needed to gain public confidence and to assure 
them that these policies are not “one-off” but long-term in nature. This is 
akin  to  the  inflation  targeting  framework  of  central  banks  where 
transparency  and  effective  communication  are  of  utmost  importance. 
Similarly, climatic change policies have to be effectively communicated to 
increase environmental awareness (IFC, 2008) and to address the concern 14 
 
of  the  public  regarding  the  clarity  and  consistency  of  green  polices 
(Aizawa & Yang (2010); Noh (2010)). In this respect, central banks have 
long commanded the respect of the public at large for being independent 
and transparent. Certainly, they are in a position to address the credibility 
gap to enhance legitimacy of climatic policies in the financial sector. 
 
Collaborative Network  
 
Climatic change policies do not work in isolation. The first best solution to 
mainstream green central bank policies is within the context of national 
priorities.  Policy  coherence  is  important  for  mainstreaming  climatic 
change policies to increase its effectiveness (Kok & Coninck, 2007). More 
importantly,  as  climatic  change  is  real,  it  is  necessary  to  provide  an 
environment  of  certainty  for  business,  long-term  investments  and 
technological change as inconsistent policies or no policies at all simply 
deter investments (Allianz Group & WWF, 2005). As contradictions are 
common in climatic change policies (Hamilton-Hart, 2009), it is imperative 
to find out which sector in the country contributes most to environmental 
pressure  and  which  goods  and  services  are  the  direct  and  indirect 
contributors  to  environmental  degradation  (Gossens  &  et.al.,    2007). 
Therefore, close collaboration amongst the stakeholders could ensure the 
availability  of  such  information  (Aizawa  &  Yang,  2010).  Perhaps  the 
central bank together with relevant authorities could set up a one-stop 
centre for implementing the green agenda of the financial sector in the 
form of a clearing house for information exchange on best and emerging 
practices. This can also ensure that climatic change policies in the financial 
sector are complementary and there is no unnecessary overlap. In this 
respect, central banks are already important enablers working together 
with the various institutions in different areas. As such, including a green 
policy agenda to the ongoing collaboration amongst the stakeholders to 
institute comprehensive climate change strategies can be easily worked 





Central banks can contribute to the green agenda in at least three aspects: 
Firstly, the greening of the central banks themselves will serve to raise 
environmental awareness of the general public.  This may include a shift to 
adopt  green  technology  for  environmental  management.  The  second 15 
 
aspect is that the central bank can promote green credit and at the same 
time encourage financial institutions to reduce lending to businesses that 
are  not  environmental  friendly.  This  so  called  “multiplier”  effect  could 
filter downstream to other industries. Certainly, financial institutions need 
to know and be aware of their operational risk related to their lending 
activities as a result of environmental risks. Financial institutions, together 
with  central  banks  and  other  relevant  authorities  can  also  assist  the 
private  sector  in  identifying  business  opportunities  and  other 
opportunities associated with climate change. Thirdly, while many local 
authorities are now going green, it is perhaps time for the central banks to 
coordinate and work closely with such authorities and make a concerted 
effort to strategise climatic change policies. One way is to develop and 
standardise  green  policy  based  on  some  indicators  acceptable  to 
international standards and international consensus on its validity. 22  
 
Central banks can have a great influence over green policies and Sir David 
King, the former chief scientific adviser to the UK government has even 
called for the central bank, the Bank of England, to allocate a seat for a 
climate  scientist  in  its  monetary  policy  committee  (Guardian,  2009). 
Ironically, at present, on the macro level, climate policies are so haphazard 
that the only way forward may be to run them like monetary policy with a 
clear long-term goal (McKibbin, 2008). However, before embarking on a 
comprehensive green agenda, central bankers may need to balance, over 
the longer-run period, current vulnerabilities of the economy to climatic 
change and development needs. In pursuing green policies for sustainable 
economic growth, a central bank needs to explicitly establish a climate 













                                                           
22 Such as the Ministry of Green Technology, Energy and Water in Malaysia, Ministry of 
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